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Pattern of Postwar Corporate Finance 


XPENDITURES on new plant and equipment 

by manufacturing and mining firms reached a 
low point in 1943, but soared upward after the cessa- 
tion of active warfare in September, 1945, to reach 
an estimated annual rate of $8.2 billion by the fourth 
quarter of 1946. (See Table 1.) The total for the 
fourth quarter of 1945 was more than 50% above the 
third-quarter total. Except for the first quarter of 
1946, these capital outlays remained above 1945 levels 
in the remaining quarters of 1946. Preliminary esti- 
mates for the first quarter of 1947 indicate a continua- 
tion of this upward movement. 

The 1946 fourth-quarter rate is the highest in our 
history and the trend is apparently still upward. A 
large number of planned expenditures have been car- 
ried over, from quarter to quarter because of inability 
to obtain materials ordered, according to a Depart- 
ment of Commerce survey. Fully 60% of 217 com- 
panies reporting to THE CoNFERENCE Boarp expected 
to make capital outlays in 1947. Of the remainder, 
11% had recently completed their plans for expansion 
and modernization. Where expansion plans were 
either abandoned or delayed, the cost situation was 
most frequently given as the reason. 


EFFECT ON ECONOMY 


This unprecedented increase in capital outlays is 
important because of its expansional effect upon the 
economy as a whole and of the repercussions upon 
corporate finances that result from these additions to 
fixed plant and equipment. Most financing of post- 
war plant expenditures was made possible, it would 
appear, through the use of accumulated liquid assets 
and not through the issuance of new stock or incur- 
ring new debt. 


tRising costs have undoubtedly accounted for some of the sharp 
rise in expenditures on plant and equipment in 1946. 


New-money security issues of industrial corpora- 
tions in 1946 were about double refunding issues and 
totaled $2.0 billion. But they were not sufficient, 
since new plant and equipment required about $6.6 
billion. 


FINANCING EXPENDITURES 

Bank loans were evidently not relied upon to any 
extent to finance additions to fixed plant and equip- 
ment. The Securities and Exchange Commission 
shows, for 1,186 registered corporations, a drop of 
about $120 million in notes payable to banks in the 
six-month period ended June, 1946. THz CoNFERENCE 
Boarp’s survey also shows that accumulated cash and 
other current resources would be by far the most 
popular method of financing future capital expendi- 
tures. 

From the end of 1945 to the end of June, 1946, 
current assets of these 1,186 registered corporations 
dropped by $2.2 billion. Practically all this drop is 
accounted for by a decline in either government se- 
curities or in government receivables. All other cur- 
rent accounts except “other current assets” showed 
a rise. 

The emerging pattern of corporate finances con- 
trasts sharply with financing during World War II. 
The pattern of the postwar period can be shown in 
sharper focus by a comparison with corporate finances 
of World War I and the immediate postwar years. 

Table 5 (page 38) contains the basic data neces- 
sary for an analysis of corporate finances of World 
War I and the postwar years immediately following. 
Current assets of corporations expanded more during 
World War I than during the war just ended. Cur- 
rent assets of 81 manufacturing corporations increased 
188% from 1914 to 1918, which compared with an 

1About 10% of this figure represents noncorporate expenditures. 
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Table 1: Expenditures on New Plant and Equip- 
ment, 1940-1947, by Manufacturing and Mining 
Concerns 


Sources: Department of Commerce; Securities and 
Exchange Commission 


Millions of Dollars 


1945 by Quarters 
Wirstie lows shinies sie 


1947 
Wirat quarters sissies. siege cl sislaceteisia’s elaisiaveiet is st eleicteloress 


pPreliminary 


increase of 106% for 673 corporations from 1939 to 
1945. 

Contrary to what might be expected from the 
emphasis placed upon the growth in corporate liquid- 
ity during World War I, corporations during World 


ations showed an increase in their fixed plant and 
equipment. A 21% rise was shown by the 81 corpora- 
tions whose records span the earlier war, a record 
which contrasts with a 5% decline for the 673 cor- 
porations in World War II. Here again, the huge 
growth of plant and equipment under government 
ownership partly accounts for the actual decline in 
net property in the latter period. Building controls 
also probably played a part. Of total manufacturing 
facilities authorized in the United States between 
July, 1940, and June, 1945, only 25.6%, or $5.9 bil- 
lion, was privately financed. The remainder was 
financed with federal funds. 


Rise in Current Liabilities 

The relative expansion of total current liabilities 
was also greater in World War I than in the war just 
ended—an increase of 338% as against 218%. What 
data are available show an increase of 289% in ac- 
counts payable during World War I. Notes payable 
rose 148%, and miscellaneous current liabilities 


1,135%. During World War II, the items “Reserves 
for taxes” and “Due to United States Government” 


War I showed a greater 
rise in cash and marketable 
securities. The relative rise 
in cash alone was more 
than double that during 
World War II. The in- 
crease in marketable secu- 
rities (principally Liberty 
bonds) , was nearly twenty- 
fold in World War I. Cor- 
porate-held United States 
Government securities at 
the end of 1945 were about 
eleven times greater than 
were similar holdings in 
1939. 

The percentage rise in 
inventories in the earlier 
war was more than double 
that of the recent war— 
169% as against 74%. Sim- 
ilarly, the rate of increase 
of receivables (including 
those from the Federal 
Government) was nearly 
double that of World War 
Il. These smaller increases 
in World War II are most 
likely the result of the 
greater use of government 
inventories which do not 
show up on the books of 
corporations. 

In World War I, corpor- 


Table 2: Working Capital of 673 Manufacturing Corporations, 1939, 1944, 1945 
Source: Toe Conrmrence Boarp 


Dollar Figures in Millions 


Manufacturing 


Item 


1939-1945 1944-1945 
(6. UA MEN RACE Aare Saka ieret cy citn en: 5,060 5,296 73.38 —4.4 
United States Government Securities........ 4,522 4,765 1,103.9 -5.1 
Due from United States Government........ 1,753 1,918 -8.6 
Accounts, notes receivable. ...........-..+-- 8,375 4,398 -23.3 
Inventories sk ck eiee oe go ra eine ei erhasten oe 8,302 8,748 -5.1 
Other current assets......05 020 bascc esas 8838 947 -6.7 
Total current assets. ! 2.) occ. cee ences ness 23,9854 26,072 -8.0 
Renegotiation provisions..................- 295 BAO | SR eeeie  P he a ate 34.4 
Due to United States Government........... 291 883 -67.1 
Notes, accounts payable...............4.... 4,137 -19.2 
Reserve for taxes. $5..6c),ch'ocaw era aeeiee iar 5,608 -39.7 
Other current liabilities.................... 1,393 -9.0 
Total current liabilitiesss..<. as ca scence 12,470 -31.2 
Working capital ic..>c. <.< bem saie pe tetomenente 13.3 
Ratio of current assets to current liabilities...) 2.8 | $@1 | £448 | ..... | we... 
Net property: ickiap ke swoinssteine dete slauae nels 4.3 
Total assets gis ssiisso.s stele 6 o's areas aslo aOn S -7.0 


Cass) ee Se ed en eee Chl lakes en 5.0. | acer eee 
United States Government Securities. ..... IBD Ft ere Ce ead Mera: i ns 
Due from United States Government...... Ra ae te Aes ee CF Aa een 

Accounts, notes receivable 14°51 Uli feces 24.7 

Inventories! 205. actress wai rE ee 34:65) keer. 40.8 

Other current dasets.1/.0..0 5... <. a0 de sees Re giley erees oe ee ee Gali Ae 
Total! currentinssets. 2. cos c awincante ae cer LO030" (Pe 100.0) Le a ee ee 
Renegotiation provisions................. Sia See use ee eee 
Due to United States Government......... 8.40 eaten yh SN) Lee ee 
Notes, accounts payable.................. SOOT eeegs.e iN ein BR7 1 Pete rien eee 


Reserve for: taxes! /[).5/s0) 20 -\ltae c vee 


ee a 


cones § MOD | i teeacws Do tan bee 


aTotals for 1939 and 1945 do not equal sum of components due to unavailability of details of current assets of some companies, - 
bTotal for ee tad not equal sum of components due to unavailability of details of current liabilities of one company. 
¢ A 
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account for the major part 
of the increase in current 
liabilities. 

A phenomenon common 
to both wars is the drop 
in the current ratio of cur- 
rent assets to current lia-: 
bilities. The ratios were 
about the same at the be- 
ginning and end of each 
war. In 1914, current as- 
sets were a little less than 
four times current liabili- 
ties, while in 1939 they 
were a little more than 
four times. By 1918 and 
1945, current assets were 
28 and 2.6 times current 


Table 3: Invested Capital of 673 Manufacturing Corporations, 1939, 1944, 1945 
Source: Tor Conrerence Boarp 
Dollar Figures in Millions 


Manufacturing 


Item Per Cent Increase 


1939 


1939-1945 | 1944-1945 
Akola ete SA ee ep ee ee ee re 14,029 2.6 8 
LOLA SUTPIUSAM Eee Tack el. ue il 8,290 71.6 6.4 
FEGUEINEE WOPtH eS cat srt sacs wish fae teeta: 22,319 28.2 3.5 
Motallony-term/debty. oi... discs 8 nals glen 3,284 -.7 -1.5 
Tuvesteditcapitals. (tainty kk uicei Soe tae. 25,602 24.5 3.0 
Per cent of: 
Total stock to invested capital............ 54.80 tele oh Ls Lee 
Total surplus to invested capital........., ES a: ae ER Tate LO, oe 
Long-term debt to invested capital........ 19°34" cs eee Rees 


Note: Total stock includes all classes of outstanding stock, less Treasury stock. Net worth is the sum of total stock and total 
surplus (including contingency and postwar reserves). Tipeatad capital is the sum of net worth and long-term debt. 


Table 4: Income and Sales of 673 Manufacturing Corporations, 1939, 1944, 1945 


Source: THe CoNFERENCE BoarpD 


liabilities, respectively. 


Dollar Figures in Millions 


THE STRUCTURE OF 
ASSETS 

The structure of corpo- 
rate assets was different 
for the two wars. Current 
assets constituted about 
29% of the total in 1914. 
An increase to 48% by 
1918 was the result of 
faster acceleration in cur- 
rent assets and not of a 
decline in fixed plant and 
equipment. Current assets 
of manufacturing were 
40% of total assets in 
1939, a percentage well 
above that recorded at the 
start of World War I. By 
the end of 1945 the proportion had risen to 59%, still 
maintaining about the same margin which existed for 
the two wars at their start. 

While inventory was the largest single component 
of current assets at the start of both wars, inventory 
was 51% of current assets in 1914 and 41% in 1939. 
Cash and marketable securities combined were a little 
more than 28% in 1939 and about 40% in 1945. At 
the end of the second war these liquid assets con- 
stituted the largest single component of current as- 
sets. Receivables were a more important component 
in World War I than in World War II. From 1914 
to 1918, they dropped from 31% to 25% of current 
assets. The percentages for 1939 and 1945 are 25% 
and 14%, respectively. Government receivables were 
not shown separately on the balance sheet of corpora- 
tions during World War I, but they constituted 2.7% 
and 7.3%, respectively, for the beginning and ending 
periods of World War II. 

Invested capital of corporations expanded consid- 


Ttem 


Contingent and postwar reserves 
Income after taxes.......... 


Per cent of: 


Dividends paid out............... 
Web iIncomen 26'S efectos s <n 


Total income taxes to income before taxes. . 
Dividends paid out to net income 
Net income to net worth...... 


Note: Dividends paid include dividends on all classes of stock (excluding stock dividends). 
taxes based upon income: federal income and excess profits tax (net of refund), state and foreign income taxes. An attempt has 
been made to adjust the income account to reflect current operations. To this end, refunds 
of accelerated amortization have been eliminated wherever sufficient information was available. Renegotiation refunds are reflected 
in the above data wherever information was available. 

ales for 296 aondurable goods companies and 310 durable goods companies. 


Manufacturing 
Per Cent Increase 
1945 1944 1939 

1939-1945 1944-1945 

515 eee 1,467 1,446 1,194 22.9 1.4 
Ah Exh ea 2,306 2,439 1,770 30.2 —5.5 
Oates ee a 26 262 9 174.2 —90.3 
2,331 2,701 1,780 31.0 -13.7 

SES em eo k 2,588 4,081 390 564.3 36.6 
oe wie laee ene 4,919 6,782 2,169 126.8 27.5 
el eee 56,563 63,088 22,493 151.5 -10.3 
52.6 60.2 18-0) NW Use 1) pean 

Me rakirs 2d 63.6 59.3 67.5 Pakage ein 
en cRiers ahah 8.8 7.9 Save eh setae 


‘Total income taxes include all 


of taxes due to carry-backs and because 


erably in both wars, but, in percentage terms, manu- 
facturing corporations showed a greater expansion 
during World War I. Equity capital (total of stock 
and surplus accounts) rose 60% in the first war in 
contrast to 28% in the second war. In both instances, 
the rise in undistributed earnings was responsible for 
most of the gain, since the issuance of new stock was 
not substantial in either war. The stock account 
of manufacturing corporations increased 25% in 
World War I and about 3% in World War II, well 
below the rise in total equity capital. 

The policy of corporations in issuing long-term debt 
differed considerably during the two wars. While 
manufacturing corporations in the earlier war ex- 
panded their long-term debt by 15%, they actually 
managed to reduce their debt slightly in the Second 
World War. With the greater expansion in both 
equity and debt capital in World War I, invested 
capital rose about 50% as compared with 25% in the 
recent war. 
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CAPITAL AND LIABILITIES STRUCTURE 


At the start of both wars, the total stock account 
was the largest single component of invested capital.' 
About 60% of invested capital was composed of stock 
at the start of World War I. By the end of 1918, the 
relative share of stock had decreased, but it was 
still the largest single part of invested capital. By 
the end of 1945, the stock account was still the largest 

-component by a slim margin despite a sharp reduc- 
tion in the relative share. At the end of the two wars, 
the stock account had declined to 50% and 45%, re- 
spectively, of invested capital, 

Only 17% of invested capital was made up of sur- 
plus accounts in 1914 as compared with 32% in 1939. 
Retained earnings rose so rapidly during World War I 
that by the end of the war total surplus was nearly 
half of invested capital. While retained earnings rose 
substantially during World War II, the surplus ac- 
count was still only about 45% of invested capital at 
the war’s end. 

Long-term debt was the second largest component 
of invested capital in 1914, representing 21% of the 
total. Despite the dollar increase, it constituted only 
16% of invested capital by 1918. At the start of 
World War II, 13% of invested capital was made up 
of long-term debt. This category of debt declined to 
about 10% of invested capital by the end of the war. 


END-OF-WAR RATIOS 


The ratio existing between current liabilities and 
total assets at the end of each war was about the same 
despite the relatively greater rise in current liabilities 
in World War I. Current liabilities constituted 21% 
of total assets in 1945 and 19% in 1918. At the start 
of each war the percentage of total assets financed 
by short-term liabilities was 7% for World War I 
and 9% for World War II. The proportion of assets 
financed by expanding short-term liabilities increased 
as the wars ran their course, with the expansion of 
about the same degree in relation to assets. 

Retained earnings of manufacturing corporations 
rose much more rapidly from 1914 to 1918 than from 
1939 to 1945 — 740% as against 45%. The more rapid 
rise in World War I reflects exceptional net income 
rather than a conservative dividend policy, since cash 
dividends more than doubled during the First World 
War. Net income in 1918 was about three and one 
fourth times the 1914 level. In the second war earn- 
ings were retained in conformance with a conserva- 
tive dividend policy. Net income available for divi- 
dends increased 30%, while dividend payments rose 
only 23%. Despite the doubling of dividend pay- 
ments from 1914 to 1918, only 50% of net income was 
paid in dividends in 1918 as compared with 81% in 
1914. In World War II, the percentage of net income 


‘Invested capital is the sum of all outstanding stock, long-term 
debt and surplus accounts. 


Chart 1: Percentage Increase in Assets and 
Liabilities of Manufacturing Corporations in 
World Wars I and II 


Sources: National Bureau of Economic Research; Taz CONFERENCE 
Boarp 


ASSETS 


UNITED STATES ee ne ee —_ eA (928.3 
GOVERNMENT securities f 


187.8 
TOTAL CURRENT ASSETS ps 


INVENTORY 


CASH PATS 


RECEIVABLES* 


TOTAL ASSETS 


NET PROPERTY f wae” : 
LIABILITIES AND CAPITAL 
TOTAL CURRENT LIABILITIES Lil 3364 
TOTAL SURPLUS ie ee 
TOTAL STOCK Bes 
LONG-TERM DEBT =, ee 


S/NCLUDES OTHER MARKETABLE SECURITIES , 
¥/NCLUDES RECEIVABLES FROM GOVERNMENT; ALSO IN WORLD WAR ID CERTAIN MISCELLANEOUS ASSETS 


Note: First World War data based on 81 manufacturing corporations; Second 
World War data based on 673 manufacturing corporations. 


paid in dividends also declined but much more mod- 
erately, from 67% in 1939 to 64% in 1945. 

Total sales showed greater gains in World War I, 
but in this case the disparity between the rise in each 
war is not so great—210% compared with more than 
150% for World War II. Renegotiation and the 
greater effectiveness of price control undoubtedly 
played a part in restraining the rise in sales figures 
in World War II. 

The contrast in the rise of sales and net income in 
World Wars I and II is striking. During the First 
World War, net income rose faster than sales, nearly 
230% to about 211% for sales. In World War II, sales 
rose about 150%, while net income was up 30%. In 
other words for every dollar of sales above the 1914 
volume, manufacturing corporations had seven cents 
in additional net income. During World War II, for 
every dollar of sales above the 1939 level, manufactur- 
ing corporations had a little less than two cents in 
additional net income. These same corporations in 
1914 and 1939 were earning 6 cents and 8 cents, 
respectively, on each dollar of sales.1 Thus manufac- 
turing corporations in World War I moved toward an 
increased return on sales, while a decreased return 
on sales was the rule for manufacturing corporations 
during World War II. 


1The absolute level of the above percentages are not an exact 
measure of the return on sales in 1914 and 1939; in the first year, 
eleven companies did not report net income, while in the later year, 
67 corporations did not report sales. 
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Quite noticeable is the difference in movement of 
the various items during the last year of war. The 
last year of the First World War was a period of ex- 
pansion on the whole, while contraction had set in 
during the last year of World War II. ‘Total assets 
dropped 7% from 1944 to 1945, but expanded 13% 
from 1917 to 1918. The same situation exists among 
the various items of current assets and liabilities. 
While every item of current assets and liabilities 
showed an increase in the last year of the First World 
War over the preceding year, just the reverse was 
true of the last year of World War II. 

Of the invested capital accounts, only long-term 
debt declined in 1945 in contrast to a rise in 1918. 
All the other accounts expanded in the last year of 
both wars. Net property continued to decline in 1945, 
but rose in 1918. 

Sales in 1918 were about 25% above 1917 in. con- 
trast to a 10% decline from 1944 to 1945. Net income 
dropped 28% in 1918 despite a 25% rise in sales, while 
net income in 1945 fell along with sales. Curiously 
enough, dividends increased in 1945 while declining 
in 1918. 

Since the end of World War II, manufacturing cor- 
poration have expended record-breaking sums on the 
expansion of fixed plant and equipment. A large part 
of increased expenditure is the result of cost increases. 


Chart 2: Invested Capital of Manufacturing 
Corporatious, 1939, 1944, 1945 
Source: Tae ConrmrRENcE Boarp 
Billions of Dollars 


MANUFACTURING 
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TOTAL SURPLUS ---- 
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347 CORPORATIONS 
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10.4 

TOTAL LONG-TERM DEBT EZZzzzezzz2 

TOTAL SURPLUS --~--- 

TOTAL STOCK-------- 


NONDURABLE GOODS MANUFACTURING 
326 CORPORATIONS 
18.1 


TOTAL LONG-TERM DEBT (772.1777 
TOTAL SURPLUS ---- 


_ TOTAL STOCK-------- 


The cost of brick, cement, and lumber rose 12% and 
metal and metal products 19% from December, 1945, 
to October, 1946. These record-breaking expenditures 
represent a smaller addition to productive capacity 
than the dollar figures would seem to indicate. 

Whatever the addition to productive capacity, cor- 
porations must find the means to finance their capital 
expenditures. The method chosen by corporations 
will determine their financial structure in the imme- 
diate years ahead. 

Financing expenditures from accumulated liquid 
assets involves the transfer of liquid assets into fixed 
assets. In the absence of offsetting changes in other 
accounts, this method weakens working capital posi- 
tion although, of course, increasing productive capac- 
ity. 

If manufacturing enterprises plan to spend sub- 
stantial amounts on fixed plant and equipment, there 
is certain to be a limitation to continued financing 
from accumulated liquid assets. During the first half 
of 1946, a sample of 774 manufacturing corporations 
showed a drop of over three quarters of a billion 
dollars in cash and United States Government securi- 
ties combined, about 8% of such liquid assets at the 
end of 1945. 

At the same time corporate need for liquid assets 
has grown. The rising price level, especially of raw 
materials, has weakened the purchasing power of 
existing liquid assets. A continued rise in the rate 
of production is also likely to increase the need for 
liquid assets. 

The increase in accounts and notes receivable indi- 
cates a heavier burden in financing customers; sales 
have been made but actual payment has been de- 
ferred. Up to the first six months of 1946 the increase 
in notes and accounts receivable was more than offset 
by a decline in amounts due from the United States 
Government, but there is a greater risk of loss since 
the debtor is now a private concern instead of the 
United States Government. 

Manufacturing corporations can rely less and less 
upon the Federal Government to supply financing. 
For the first six months of 1946 amounts due to 
the United States Government dropped $1,157 million. 
While lowered corporate tax rates lessen the burden 
of taxes, there still remains to be paid part of the 
huge taxes accrued at wartime rates. Accrued taxes 
will be available for financing to a much smaller ex- 
tent than during the war. 

At the same time that the need for liquid assets is 
increasing and sources of supply are being lost, cor- 
porations are increasing the dollar value of their in- 
vestment in inventories. An increase of nearly a third 
of a billion dollars has taken place in the inventories 
of 774 manufacturing corporations in the six months 
ended June, 1946. Not only are inventories increasing 
in dollar value but they are increasing as a percentage 
of current assets. Inventories constituted 34% of 
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TABLE 5: COMPOSITE BALANCE SHEET AND INCOME STATEMENT ITEMS OF 81 LARGE MANUFACTURING 
CORPORATIONS, 1914,- 1917-1920! 
Source: National Bureau of Economic Research 
Millions of Dollars 


(ONT Tea Rt MRT, Sad eae ey aE ME ERIE! 543.7 ait 
Marketable securities..............000000e00- 369.2 9 
Receivables: Me) cokes essa ok sie ei eee 1,266.4 8 
Vnventoryiscticrecs bene chs balm mer eiatetats 2,466.5 8 
Motalicurrentassets.ce0 sos. coh cecimen cries 4,645.8 2 
Investments and advances...............-.-- 651.7 5 
Pixed. property: (net):\), ars--.ccasloaee ate 4,652.5 2 
Othetisscets: sagt hye i Wachd unre elem 513.5 4 
pliotalrassets: 64 sot ads itteort one oe eerste eae 10,463 .5 ‘3 
Notes payablect'tir.cntdseee pono echoes 789.4 0 
PACCOUNLS PAV HDIC, Wy.cus ais tev osiee a cheats 465.0 9 
Other current liabilities: ......5.5..0..::o..00000% 301.7 0 
Total current liabilities... :.....54 0.0 s.0sen- 1,556.1 9 
fLony=terma\debt:;.2 207.2 ak bieseh ace eee 1,286.2 0 
Otherliahilitiesss. acct see rosa wale eee AT .2 4 
‘Capitalreservess, (hei cost ice eee pte 474.1 Are 
Preferred stocked eis (RAs ins GOs cee oso ireets 1,453.6 ne 
Common stock ese a tc c ea eas 2,959.6 5 
Stinpleis ese ace eee aie ais ea MLE 2,686.7 .6 
RSE LESt Ret ch reek i ies catkn Seeent AR 10,032.1 8 
Net fnicome* gaat ris thes Conkle tae chia dane 587.7 : 
@ashidividendsteys ics oh sick seuss See less $11.4 


1In 1914, balance sheets for 8 corporations and 2 subsidiaries were not available 
and in 1917 for 1 subsidiary. 
2Estimated for missing corporations, using ratio of sales to total assets of cor- 


current assets at the end of 1945, were up to 39% by 
mid-1946. Evidence points to an acceleration in the 
dollar increase in inventories since that time. This 
means that liquid funds are tied up and that corpora- 
tions are increasingly subject to losses from declining 
prices. 

Stock and debt issues are not so important as accu- 
mulated funds for plant financing, yet income retained 
from current operations is not likely to continue to be 
an important factor in supplying corporations mak- 
ing unprecedented capital expenditures with liquid 
capital. For a sample of 152 industrial corporations, 
the ratio of dividends to net income was 66% for the 
first three quarters of 1945 and 76% for the compar- 
able 1946 period. Since dollar net income was smaller 
during the first three quarters of 1946, the dollar re- 
tained income was also smaller than the comparable 
1945 figure. 

In many ways, the pattern emerging after World 
War II is similar to that following World War I. In 
1919 and 1920 cash and marketable securities of man- 
ufacturing corporations fell 11% and 39%, and re- 
ceivables and inventories rose 18% and 14%, respect- 
ively. 

Long-term debt rose 5% in 1919-1920 while equity 
capital, represented by capital stock and surplus ac- 
counts, continued to rise as they had during the war. 
Thus the movement of accounts after the two wars 


Per cent Change 


1918-1920 1917-1918 1914-1918 


2 A 245.8 -10.8 4.4 147.8 
5 9 30.0 -39.3 36.2 | 1,928.3 
4 3 483.7 12.7 23.3 132.3 
2 J 804.1 14.2 24.7 168.5 
3 7 | 1,563.6 3.2 22.5 187.8 
5 4 264.3 38.5 9.6 78.0 
3 1 | 3,206.9 20.3 4.6 20.6 
OES OI 3 5 | (871.5 | 2-0 |. 9-1 eee 
8,260.7 | 5,406.3 12.0 13.1 72.8 
2 207.9 53.1 21.3 148.1 
0 130.9 19.1 288.6 
5 57.7_|__-87.7 | 45.6 | 1,184.8 
“7,341.7 | 396.5 29.5 338.1 
1,057.7 8.7 15.4 
23.2 3.7 244.4 
79.0 54.8 369.1 
1,095.5 4.2 18.5 
1,919.5 5.0 28.8 
2,160. 834.9 15.4 158.8 
9,629. 3,098.3 25.4 210.8 
627. 190.5 -28.3 229.3 
322. 154.2 ~9.8 109.1 


porations for which data were available, 
3Data not available for 11 companies in 1914 and 1 company in 1920. 
4Data not available for 4 companies in 1914. 


Table 6: Current Assets and Liabilities of 774 
Manufacturing Corporations, December, 1945- 
June, 1946 
Source: Securities and Exchange Commission 
Millions of Dollars 

Item June, 1946 Deromhe 

(Of: REESE ROrae 3° Ne Maen Ohsig far atm ae et tears ce 4,592 
United States Government securities........... 5,178 
Other marketable securities................... 104 
Due from United States Government........... 1,702 
Notes and accounts receivable................. 2,726 
Inventories. 04.0 ee eee eee ne eee hema 8,034 
Othereurrent assctss-- sree eames S (kao 959 
Total current assets...) 0c o.ser ee e on 23,295 
Notes payable to banks. . ifthe = pete 783 
Trade notes and accounts ‘payable. pete Sinan Mra . 2,230 
Payable to United States Government. . 615 
Federal income taxes accrued. . eee eae 2,840 
Other taxes ‘necrned. Feet cee oo ates . 451 
Renegotiation provisions..................... : 190 
Other current liabilities.................. ..- : 1,307 
Total current iabilitiest.,.. (ak. «1. sso e elles 8,416 
Working capitiall is contiisnis tet tel anen 14,879 


was similar in direction if not in degree, despite the 
decided differences in economic events in the two 
wars. 
Frank Gaston 
Frances J. Mitts 
Division of Business Economics 
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Business Highlights 


URABLE goods production has shifted into high 
gear. A precipitous drop in work stoppages and 
a noticeable improvement in obtaining materials has 
promoted a smoother flow of production. Conversely, 
buyer resistance to high prices as manifested in the 
decline in the physical volume of department store 
sales is becoming more and more noticeable. Indus- 
trial production as measured by the Federal Reserve 
index (1935-1939=100) was 182 in November. A fall 
of three points in December is accounted for in part 
by the letdown in nondurable goods output and also 
by an eighteen-day coal strike. 
Judging by other business indicators, the Federal 
Reserve index will show a new high for the postwar 
period in January. 


STEEL OUTPUT UP 


Steel production scheduled for the week of Febru- 
ary 10 was 93.7% of capacity, which is equivalent 
to 1,640,000 tons. This is the highest rate since the 
war ended. Operating rates are expected to hold 
close to this high level in coming months providing 
no major work stoppages upset plans. 
The agreement to extend contracts between steel 
‘producers and the steelworkers contrasts sharply 
with conditions this time last year. A year ago the 
steel strike was in full swing and scheduled opera- 
tions for the week of February 11 were down to 
5.57% of capacity, or 97,000 tons. Steel production in 
1946 would have been 16.5 million tons greater than 
the 66.3 million tons realized, if the steel strike and 
_two coal strikes had not slashed production. The ex- 
perience of the steel industry was more or less typi- 
cal of all durable goods producers, many of which 
need steel. 
Steel demand is intense. Industry and govern- 
ment officials have estimated that finished steel pro- 
duction in 1947 would approximate 61 million tons 
_and still be 6.1 million tons below requirements. Many 
of the large steel consumers will need more steel this 
_year than last if they meet their production goals. 
The automobile industry hopes to produce a million 
_and a half more cars than they did in 1946. The rail- 
_road-passenger and freight-car builders are also seek- 
ing more steel. Unfilled orders for cars are unprece- 
dented. About 80,000 units are sought by domestic 
car users and foreign accounts seek 35,000. Freight- 
car production averaged about 3,100 units per month 
‘in 1946, and builders hope to turn out more than 
double that number this year. 


: 


These steel customers want sheet and other flat- 
rolled steel products, as do appliance manufacturers 
and a vast number of other durable goods manufac- 
turers. During 1946, the steel industry produced 14 
million tons of sheet. This year it hopes to turn out 
17 million tons. 

Some executives in the steel industry are inclined 
to discount the indicated demand for steel. They pre- 
dict that supply and demand will come into balance 
before the year ends. Other industry executives won- 
der how much duplication their backlogs contain, par- 
ticularly in automobiles, appliances and other dur- 
ables. 

THE CAR MARKET 

Automobile plants in the United States and Can- 
ada produced about 300,000 passenger cars and trucks 
in January, according to preliminary estimates, or 
about 20% less than in December. A shutdown for 
inventory taking and some model changes were in- 
strumental in reducing output. 

The automobile industry produced about 3.3 mil- 
lion units in 1946, and hope to ship 5 million units in 
1947. This goal was exceeded by the record only once 
—in 1929. As to demand, estimates ranged from 15 
million to 18 million units before prices shot upward. 
Since then the estimates have dropped around 10 
million. 

A few months ago cars were at a premium, used 
cars as well as new models. Furthermore, dealers did 
not encounter resistance to rising prices, especially 
when the prospective buyer had a used car in reason- 
ably good condition to offer for a trade-in. Liberal 
allowances offset the much-higher-than prewar price 
of the 1946 model. Within the past few weeks, how- 
ever, the market for used prewar cars has declined, 
and so have dealer trade-in allowances. Hence, an in- 
creasing number of prospective buyers refuse to ac- 
cept delivery of the new cars and continue to run 
their old cars. Some of this reluctance can be attrib- 
uted to seasonal influences. 

Prospective buyers who are without cars for trade- 
ins and who are willing to pay premiums for new 
“used” cars have nurtured a new kind of speculation. 
Recognizing the demand, many individuals have or- 
dered a car, run it a few hundred miles and then sold 
it at a profit to a used-car dealer. For example, a 
used-car dealer in New York City will pay $2,000 for 
a model costing $1,700 and then sell it for $2,300 or 
better. Premiums are naturally greater for the more 
expensive cars. 

This kind of speculation distorts the real market 
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CONSUMERS’ PRICE INDEX, DEPARTMENT STORE SALES AND INDUSTRIAL PRODUCTION 
Sources: Federal Reserve; Bureau of Labor Statistics 
Index Numbers, 1935-1939=100 


1922 1925 1928 1934 


1940 


Note; Monthy figures for department store sales and industrial production are seasonally adjusted. 


for cars. But as production increases, premiums will 
contract and prices for used prewar models will de- 
cline. Not until then, however, will it be possible to 
test the real market for new cars at current high 
prices. 


FEWER NONDURABLE GOODS 


Manufacturers of nondurable goods do not expect 
volume in 1947 to reach the high 1946 levels. Last 
year, textile manufacturers obtained a larger than 
“normal” part of the consumer dollar because durable 
goods were not available in quantity. Record peace- 
time production was attained in cotton, rayon and 
wool textiles. Cotton-textile output at the mill level 
exceeded 10 billion square yards compared with 9.7 
billion in 1945. 

Unit sales of department stores have been in a 
downtrend since August, 1946, but the value of sales 
has risen because of advancing prices. The season- 
ally adjusted index for the whole country last August 
was 190% above the average month of 1935-1939, 
according to the Federal Reserve. Sales dropped back 
in the subsequent two months and then recovered 
somewhat. Even with the aid of unusual pre-Christ- 
mas clearance sales, the index for December was still 
17 points below the August, 1946, peak. 

Luxury goods were especially strong after V-J day. 


Jewelry stores’ sales, at an annual rate of $1.3 billion © 


in the quarter ended September, 1946, were $100 mil- 
lion above the comparable 1945 period and more than 
three times as great as in 1939. Demand for nondur- 
able goods lifted sales to an annual rate of $78 billion 
in the quarter ended September, 1946. 

Many merchants admit that a buyers’ market is 


here, and most analysts concur that sales in nondur- 
able goods’ stores have passed their peak. 


, Wiri11AM B. Harper 
Division of Business Economics 


Business Book Shelf 


An Introduction to Modern Economics. By Valdemar Carlson. 
Philadelphia: The Blakiston Company. $3.50. 


A textbook analysis of economic problems based on the 
premise that “there is no more important problem at the 
present time than that of finding ways and means of oper- 
ating the economic system within the framework of a demo- 
cratic society.” 


Readings in the Theory of Income Distribution. Selected 
Committee of the American Economic Association. Philadelp a 
The Blakiston Company. $4.25. 

A reproduction of articles and essays on income, production, 

wages, interest, profit and rent. The selection of material 

was influenced by the committee’s attempt “to give a tol- 
erably rounded ‘presentation’ of the field with which the 
volume is concerned.” 

Investors’ Tax Planning. Lg John P. Allison. 
Matthew Bender & Co. $5.00 

A guide to income-tax noethg by a tax attorney. The book 

is intended for the layman and case citations are brought 

together at the end of each chapter. 


New York: 


Some Technical Aspects of Foreign Trade Basia 
Special Reference to Valuation. By Nicholas Michael 
Petruzzelli. Washington, D. C.: urray & Heister. Available 
from Scheiry Press, Dept. C, 902 12th Street, N. W., Washington 5, 
D.C. $3.50. 

Discusses the methods used by different countries in com- 

piling foreign trade figures and the problems involved in 

reducing national values to a common basis. The conclud- 
ing chapter deals with standardization proposals. 


~~ « 
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Forecasts For 1947’ 


A recent report by the business survey committee of the 
National Association of Purchasing Agents indicates that 
industrial buyers in the United States and Canada believe 
that “business appears to be gaining stability. . . . Barring 
major labor difficulties, industrial production should go 
along very satisfactorily. Similarly, a spot survey conducted 
among executives of medium-sized businesses by the Com- 
merce and Industry Association of New York reveals “the 
almost unanimous indication that business will continue to 
be good unless hampered by another round of labor dis- 
turbances.” 

Leo M. Cherne, Executive Secretary of the Research 
Institute of America, feels that no real basis exists for “an 
almost fantastic certainty” that there will be an economic 
recession in 1947. Some prices will drop “catastrophically” 
in 1947, particularly of foods and agricultural commodities, 
but “a slump in any particular market is not an economic 
recession.” 

Jules Backman and Marcus Nadler, professors at New 
York University, likewise anticipate only a mild recession. 
The situation today as the former sees it “is fundamentally 
stronger than it was after World War I, and any recession 
will be very moderate and temporary in nature.” As viewed 
by Dr. Nadler, the recession, “if it should take place,” will 
occur “primarily in soft goods . . and be neither pro- 
nounced nor of long duration.” 

“The problem is still one of preventing inflation rather 
than staving off a collapse,” says Charles O. Hardy, econo- 
mist for the Chicago Association of Commerce. The imme- 
diate outlook is for a continuation of high employment and 
sellers’ markets.” 


Statistical data compiled by an economist of a large New 
York bank indicates close correlation between the two post- 
war periods. Business will continue brisk up to some point 
in the second quarter of 1947, according to this study, and 
the depression following will be a major adjustment although 
not so severe as in the Thirties. 

A, W. Zelomek, of the International Statistical Bureau, 
foresees a “recession in business activity sometime this 
year—more than a dip, but not a major depression. We 
have been enjoying an inventory replacement boom that 
cannot continue indefinitely.” 

Government economists as well as some businessmen have 
been decrying talk of a depression for some time. A special 
committee of the House on postwar economic policy sees 
“no necessity for either a depression or recession.” A more 
than ordinarily favorable outlook for some years ahead was 
reported by the President’s Council of Economic Advisors. 
headed by Dr. Edwin G. Nourse. Courageous and sensible 
action by business and labor can hold the recession to mod- 
erate proportions, it says, if not avert it. More recently, 
both the Department of Commerce and the Federal Reserve 
Board have given warning that current high prices could 
dissipate consumer incomes and thus weaken potential 
demand. 


See forecasts by members of the Conference Board Economic 
Forum, in the January issue of The Business Record 


Industrial Production 


Sumner H. Slichter says that “unless the index is forced 
down by a great wave of strikes, I should not expect to see 
it drop below 165. It may not drop below 175.” (Based on 
FRB index of industrial production 1935-1939—=100.) 

On the other hand, both Standard and Poor’s and Na- 
tional Securities and Research Corporation expect produc- 
tion to fall considerably. Standard and Poor’s predicts a 
low of 140 late in 1947, with an average of 160 for the year. 
The majority opinion of the staff and consulting economists 
of the NSRC is that the index will have a range of 158 to 
184, and will be lowest in the first half of the year. 


National Income 


Standard and Poor’s and the National Securities and 
Research Corporation are almost in agreement on total 
national income for 1947. Their predictions are $155 billion 
and $160 billion, respectively. Clarence Francis, Chairman 
of the Board of General Foods Corporation, also puts the 
sights at $160 billion. 


On the basis of a preliminary figure of $192 billion for 
1946, Ragnar D. Naess, investment counselor, estimates a 
gross national product of $195 billion for 1947. The latest 
Department of Commerce estimate for 1946 is $194 billion. 


Miscellaneous 


An increase in commercial loans during 1947 was fore- 
cast late in January by Winthrop W. Aldrich, recently 
elected director of the Federal Reserve Bank of New York. 


Carl M. Flora, Milwaukee banker, predicts greatly ex- 
panded installment buying of consumer durable goods dur- 
ing the next two years. 


There will be no rise in unemployment for at least the 
next few months, according to a nationwide survey con- 
ducted by the United States Employment Service among 
employers in principal labor market areas. The agency 
warned, however, that the 1947 labor market will consist of 
“ups and downs in many industries, occupations and areas.” 

Unless major labor disturbances, crop failures or other 
catastrophes occur, Paul H. Nystrom, Professor of Market- 
ing at Columbia University, expects retail sales to exceed 
$100 billion. Last year, retail sales were approximately $96 
billion. In prewar years, sales were about 56% to 59% of 
national income. Dr. Nystrom expects a ratio of 60% for 
the next few years. 

Department of Commerce officials predict a gradual but 
not precipitous decline in the price of many food items over 
the next six months. A. W. Zelomek expects food prices to 
drop 25% within the year. He thinks that food prices will 
be about what they are now up to the end of March. Paul 
S. Willis, President of the Grocery Manufacturers of Amer- 
ica, believes that the peak in food prices has been reached. 
The downward movement, he says, will be gradual and 
labor demands and other higher costs will prevent any great 
decrease. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1946-47,” page 108) 


Item 
December 
Industrial Production 
otal (HRB WS) jor eats eretcvacisl ost eters 1985-39=100 || p 179 
Manufacturing (FRB) (S)........ 1935-39 =100 || p 186 
Durable goods (FRB) (S)....... 1935-39 =100 |] p 209 
Steels Fosradc metwvaelsinersyete ele 000 net tons 5,701 
ay AE OU Senate ove etererne eter iede 000 net tons 8,992 
Copper (refined)............-. net tons 77,578 
Lead (refined). i 05.0.0 065:0.015. 2% net tons 40,926 
PANCA BIA) aise p\aiciacie’ etecs) ols net tons 70,097 
Glass containers............+- 000 gross n.d. 
Tita Derncie seater Oates aks panes million bd. ft. n.d. 
Machine tools!..............- 000 dollars 27,587 
Machinery (FRB)............ 1935-39 =100 || p 273 
Transportation equip. (FRB). .|| 1935-39 =100 232 
Automobiles: schwiass vos. sos units 262,076 
Nondurable goods (FRB) (S).. . .|| 1935-39 =100 168 
Cotton akties Cine eta astern || ales 774,177 
IWWOGIssrasteotsicists cus sen sretece 2 million pound n.d. 
Rayon yarnt sacra cae million pounds 55.9 
Food prod., mfd. (FRB) (S). .. | 1935-39 =100 |] p 156 
Chemicals (FRB) (S).......-. 1935-39 =100 |] p Q44 
Newsprint, North American. ..|} short tons 430,420 
Paper pean mate alvuc i eeiorss,» % of capacity 97.0 
PaperbOarthnre it sais elem sedis % of capacity 92 
Boots and shoes*.,............|| thous. of pairs |]e 42,000 
Cigarettes (small)®............ millions 29,695 
Mining (FRB) (S)..............: 1935-39=100 | p 136 
Bituminous coal.............. 000 net tons 42,320 
Anthracite: cc ss atwacleleine te we 000 net tons 5,080 
Crude petroleum‘.............|| 000 barrels e 4,720 
Electric power®..........0..-0-000. million kwh 4,712 
BONS EPUCION ais aclp ae eis bes) se-ctaes 8 000 dollars 457,278 
Heavy engineering—Public’........|} 000 dollars 26,637 
Heavy engineering—Private’....... 000 dollars 61,577 
Distribution and Trade 
Carloadings, total®*............... thousand cars 757.2 
Carloadings, miscellaneous*........ thousand cars 353.8 
Retail trade (NICB) (S)........... 1935-39 =100 n.d. 
Department store sales (S).........]| 1935-39=100 || p 274 
Variety store sales (S)............. 1935-39 = 100 n.d. 
Rural retail trade (S)..............|} 1929-31 =100 n.d. 
Grocery chain store sales (S)*....... 1935-39 = 100 n.d. 
Magazine advertising linage........ thous. of lines 3,783 
Commodity Prices 
All commodities (BLS)®........... 1926 =100 p 140.9 
aA wminterialsy «ines is ene eicle Nabe 1926=100 p 158.2 
Semi-manufactured articles....... 1926=100 p 186.2 
Manufactured products®......... 1926 =100 p 185.7 
Marniproducts: c,d: <-c)ejcieis;s.s nelee 1926 =100 p 168.1 
MEME hscy hood teen Ewe 1926=100 p 160.1 
Sensitive industrial (NICB)®........ 1929=100 145.9 
Sensitive farm (NICB)®............ 1929=100 176.9 
Retail PRICES | .dis pele scletie’s d.6) als cars 1935-39=100 n.d. 
Securities 
Total stock prices(Standard & Poor’s)|| 1935-39 = 100 125.5 
nidustrig aye cis cnl ole siaxess pratacelongiene 1935-39 = 100 128.9 
Rarlroadg? cc scieKs ps thoes as0ls eae 1935-39 = 100 118.8 
WG eS sic oases cea Wetie «eo o||[yL080-89= 100 109.8 
Total no. sharestraded N.Y.Stock Ex.|) thousands 37,192 
Corporate bond yields (Moody’s). . .|| per cent 2.83 
Financial Indicators 
Bank debits, outside New York City} million dollars 52,295 
New capital corporate issues........ 000 dollars 668,968 
Refunding issues...............5.. 000 dollars 105,385 
Comm., industrial and agric. loans®, .|| million dollars 10,279 
National income payments......... million dollars n.d. 
Money in circulation, end of month.|} million dollars 28,957 


1Shipments 
bAverage weekly 6F. 


SAdjusted for season variation — 
in data prior to 1944 _— 4Avverage daily 
r, 1946, the Bureau of 


19140 centers aNovember 1945 
first 11 months, 1945 to first ,11 months, 1946 


pPreliminary rRevised 


1946 

November October 
182 181 

r 191 188 
r 213 |r Q14 
r 6,410 6,910 
4,435 4,815 
75,066 77,947 
40,041 43,062 
66,818 64,138 
9,610 10,533 
2,517 2,921 
26,176 29,140 
r Q71 |r 270 
Ul 235 |r 937 
r 261,007 285,562 
Tr 172 |r 167 
877,461 931,229 
56.6 77.0 

T 58.0 |r 59.6 
. 156 |r 145 
r 243 |r 937 
459,932 476,265 
105.5 106.4 
99 100 

p 40,893 |r 47,469 
27,696 32,778 
r 136 |r 145 
r 37,420 57,125 
4,990 5,409 

r 4,822 |r 4,785 
4,649 4,547 
503,745 573,206 
35,274 39,203 
33,682 58,488 
834.0 920.9 
392.6 401.5 
p 269.6 244.3 
fr 22 257 
p 203.4 199.3 
289.7 265.6 
p 283.1 245.8 
5,213 5,420 

p ‘139:7 134.1 
p 153.4 148.7 
p. 129;1 118.2 
p 134.7 129.6 
p 169.8 165.3 
p 165.4 157.9 
134.5 119.5 
177.3 182.5 
170.9 |r 167.2 
120.6 122.8 
123.8 125.9 
113.3 110.2 
105.5 107.2 
33,469 38,308 
2.82 2.82 
46,105 47,671 
589,878 | r 266,635 
86,316 65,208 
r 10,044 9,495 
14,248 |r 14,673 
r 28,861 28,600 


neering 


42 


*Consumption; cigarette consumption measured by tax-paid withdrawals 
SA .. W. Dodge TEngii News-Record—average wee! 

Septem! ; bor Statistics carried motor vehicle prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the October 
tee for All Commodities and Manufactured products would have been 182.5 and 127.0, respectively; November indexes would have been 137.9, 
bPercentage change, October, 1946, to November, 1946 chev 

_eEstimated — fNo automobile production during first 6 months of 1945; negligible production in successive months 
*Value as traffic indicator subject to variations in length of haul and amount loaded. 


change, November, 1945, to. November, 1946 


| Percentage Change 


November, | December, | 12 i 
Sree wee | se, | ety 
1946 1946 
180 +9.8 -16.3 
186 +10.1 -17.3 
212 +13.0 29.9 
6,518 —5.9 -16.7 
4,687 7.7 -16.0 
67,803 +17.4 —28.4 
40,720 -9.9 -21.0 
58,475 +6.0 -5.0 
9,815 +7.0¢ +10.0d 
2,709 +33.1¢ +6.4d 
25,468 +18 5 -20.1 
262 +17.7 -80.0 
241 +6.9 —52.6 
239,410 +772 .9 ‘iG 
165 +7.7 -1.2 
818,449 +18.8 +7.5 
57.0 +9.9c +12.7d 
54.2 +10.3 +10.6 
136 +2.0 0.7 
235 +6.1 -16.9 
420,574 365,840 : +17.7 +22 .3 
101.3 91.0 -8.1 +6.6 +12.7 
96 =. 199 —7.1 +8.2 +3.2 
41,651 34,649 +2.7 +21.2 +9.4 
26,865 16,061 -18.1 +41.3 +20.1 
146 133 0 42.3 2.2 
51,680 46,798 +13.1 -9.6 -8.5 
5,048 3,998 +1.8 +27.1 +10.5 
4,790 4,468 Seyi b +5.6 +1.3 
4,438 4,056 +1.4 +16.2 -0.2 
619,857 330,685 -9.2 +38 .3 +127.0 - 
35,859 16,410 24.5 +62.3 +80.0 
57,406 43,093 +82.8 +42.9 +174.9 
882.9 699.2 —9.2 +8.3 -1.3 
382.0 314.7 -9.9 +12.4 2.8 
248.9 207.5 +10.46 +29.9¢ +29.1d 
269 218 +0.7 +25.7 427.5 
188.6 172.2 +2.1b +18.1¢ +14.3d 
321.9 211.9a +9.15 +36.7c +43 .8d 
243.9 206.9 +15.2b +36.8¢ +31.1d 
5,308 4,037 27.4 -6.3 +11.7 
124.0 107.1 +0.9 +31.6 +14.2 
141.4 119.2 -0.1 +28.5 +15.1 
115.0 97.6 +5.5 +39.5 +15.4 
117.2 102.5 +0.7 +82 .4 +13.8 
154.3 131.5 -1.0 +27.8 +15.8 
131.9 108.6 3.2 +47.4 422.7 
114.2 96.0 +8.5 +52.0 +15.4 
169.5 132.3 —0.2 +33 .7 +23.3 
164.3 142.2 +2.2b +20.2¢ +8.6d 
125.4 139.7 +4.1 -10.2 +15.2 
128.8 142.2 +4.1 —9.4 +16.3 
119.0 157.1 +4.9 24.4 +4.5 
109.7 120.2 +4.1 -8.7 +13.4 
57,631 47,314 +11.1 -21.4 +1.2 
2.79 2.8 +0.4 +1.1 4.7 
43,155 47,774 +13.4 +9.5 +9.9 
r 170,349 167,773 +13.4 +298 .7 +176.2 
r 144,642 347,547 +22.1 -69.7 -38.9 
8,841 7,148 +2.3 +43.8 +83.3 
14,317 13,075 -2.9b +9.0c +1.9d 
28,507 28,515 +0.3 +1.6 +4.9 


Excludes reconstructed government shoes included 
8Grocery and combination chain store sales 


131.7; December, 139.0 and 132.5 


dPercen 
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Survey of Business Practices 


Keeping Employees Informed 


USINESS management continues to make more 
information available to employees and to search 

for new methods of translating company records into 
language readily understandable by the working man. 
Some executives have suggested that the earnings 
position of a company would be better understood if 
profits before taxes were expressed in terms of man 
hours of production. The majority of executives par- 
ticipating in this month’s survey of business practices, 
however, regard this method as unsatisfactory and 
likely to cause confusion and misunderstandings. The 
more popular current approaches are simplified in- 
come accounts and balance sheets, pie charts showing 


the distribution of the sales dollar, and comparisons 


of capital invested per employee. 


PER MAN HOUR OF PRODUCTION 


The suggestion recently advanced that profits be- 
fore taxes be expressed in terms of man hours of pro- 
duction was motivated by the belief that the picture 
of profits could be easily grasped by employees. In 
some industries, profits are of the same magnitude as 
worker earnings per man hour, or even smaller. In 
cases where company earnings per man hour are less 
than worker earnings the fact is impressive. The main 
reason for opposing this form of expressing profits is 
that the widely differing ratios of capital investment 
to labor in various industries make the earnings per 
man hour figure erratic and misleading for interindus- 
try comparisons as well as for educational purposes. 

Where this breakdown is employed the company 
earnings per man hour figure is taken before taxes 
because worker earnings per man hour are also figured 
before taxes. Man hours of all employees rather than 
those of direct labor only are generally favored in 
making the necessary calculations in order to reflect 
- the contributions of all members of the organization. 


Favor Method 


Less than one quarter of the business executives 
contributing to this survey see any merit or value in 
this method which has been used to date in only a few 
instances. Some of those favoring the method charac- 
terize it as “a noteworthy advance,” “fundamentally 
sound” and “very helpful.” A hardware manufacturer 
finds the approach “a very good one owing to the fact 
that it shows profits made by a corporation in the 
same type of language that the employees use in their 
various requests for wage increases.” A paper manu- 
facturer believes that this method “would give a 


better understanding of management’s position to 
workers who are making exorbitant demands based 
on earnings before taxes to the corporation.” 

Some executives favor the method with certain 
reservations. Thus, in one instance, it is felt that the 
approach might prove helpful during reasonably nor- 
mal times but is not practical during a period such 
as confronted business in recent years when conver- 
sion to war production and subsequent reconversion, 
and war contract cancellations occurred. Another ex- 
ecutive sees merit in the approach if it is coupled with 
a complete explanation of the functions of profits. Still 
another regards it as “very helpful” but he does not 
believe “that it can be used as an index of efficiency 
for comparisons from one year to the next.” 


Oppose Method 


Many executives object to showing earnings in 
terms of man hours of production because it might 
imply that wages should be determined by “ability 
to pay.” It is stated that “wage-income relationships 
take no cognizance of the contribution of other ele- 
ments of economic activity to the making of profits, 
notably management and capital.” 

A steel producer who believes that figures showing 
profits before taxes per man hour would be misleading 
further contends that “the ‘ability to pay’ theory for 
the adjustment of wages is not economically sound. 
It places a damper on industrial progress by not com- 
pensating management for efficient operation. Labor 
costs are a large part of production costs, but labor 
is not the only factor that contributes to the financial 
welfare of industry. Engineering, skilful marketing, 
intelligent purchasing and wise investment of funds 
for increased production are prime factors in the abil- 
ity to show a profit. 

Similarly, a machine-tool manufacturer believes 
that “earnings per man hour of production will 
strengthen the ability-to-pay argument, which I be- 
lieve is false. If through good management,” he says, 
“extensive mechanization or a large content of pur- 
chased goods, the output per man hour of labor is 
high and profits are large, competition will bring lower 
prices after investment has been rewarded for any 
unusual step it may have taken.” 

An oil company executive who feels that “any set 
of calculations tying in wages with profits is com- 
pletely wrong,” further observes that “a low figure 
of profit per man hour of production may be the 
result of a good many factors other than wage gen- 
erosity. It may be just plain poor management, and, 
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in such a case, is more likely than not to represent 
also a bad labor policy rather than the generous one 
indicated by the figure alone.” 

A small group of executives find fault with the 
method because it does not go far enough in present- 
ing the corporation’s profit picture. These men con- 
tend that the disposition of the earnings dollar should 
be shown so that the worker can see the amount per 
man hour also going to taxes, dividends and surplus. 
A steel producer, for example, is “strongly of the 
opinion that the money retained in the business is 
just as much to the benefit of labor as it is to the 
stockholder; as a matter of fact, it may be even more 
so because it helps stabilize employment and increase 
employment. Earnings by themselves do not repre- 
sent that part which the stockholders actually re- 
ceive.” 

A number of other manufacturers believe that the 
after-tax figure should be used to relate earnings to 
man hours of production. They observe that dividends 
paid and amounts carried to surplus come out of net 
income after taxes. As one manufacturer puts it: “It 
hardly seems sound to disregard the effect of taxes 
upon profits, especially when translating profits into 
the language of the average working man.” 

Another frequent objection to the method is that it 
makes no allowances for wide differences in capital 
investment from industry to industry. Still other ob- 
jections are raised on the ground of wide differences 
in the labor content of products, the amount of sub- 
contracting, the degree of integration, the proportion 
of skilled to unskilled labor, the degree of mechaniza- 
tion and other characteristics of industries and com- 
panies. Comments illustrating these various view- 
points are given below: 


“T am at a loss as to how earnings per man hour will 
be helpful when there is such a wide variation in the 
amount of labor used in different industries. For exam- 
ple, two different industries each sell a different article 
at the same price and have the same total cost, but the 
percentage of labor in the cost of one is 60% and in the 
other, 30%. Earnings per man hour in these situations 
would have such a wide variance that they would lead to 
confusion and, by some propagandists, could lead to wild 
statements regarding industry earnings. Even within the 
same industry some companies might purchase materials 
more nearly finished than other companies which would 
mean that actual labor in one case would be more than 
in another on the same article, and, of course, there would 
be a difference in the earnings per man hour.” (Railroad 
equipment) 


* * * 


“Earnings on the basis of man hours consumed in pro- 
duction would naturally vary in the different types of 
concerns and particularly where a concern has. exceed- 
ingly high distribution, selling and administrative labor 
costs and a relatively small productive labor cost.” 
(Lumber) 


An industry which requires a substantial investment in 
fixed properties and working capital would normally show 
a large amount of earnings per employee hour as com- 
pared with an establishment that has a small investment 
in manufacturing facilities and performs most of its oper- 
ations manually. Normally, our sales volume per year 
is equal to our total investment, which means that the 
profit return for each cent of net sales must be substan- 
tial in order to insure a reasonable return on investment. 
(Railroad equipment) 

* 


* & 


“Direct labor and even total man hours are unusually 
low in our plant because of the relatively high degree of 
subcontracting on some of our products. Moreover, we 
committed ourselves to a very heavy capital expansion 
program for the three-year period 1945 to 1947, inclusive: 
The heavy investment which we are making, to a large 
degree out of current earnings, will benefit not only the 
company but more particularly the long-range security of 
all our employees. If part of these profits had been paid 
out or were to be paid out in 1947 in the form of unjusti- 
fied wage increases, the employee might benefit financially 
on a very temporary basis but his future security would 
be definitely affected adversely.” (Engines and turbines) 


ES 


“We find that one of the difficulties in developing re- 
liable information of this nature is caused by rather vio- 
lent fluctuations from year to year in the amount of 
inventory maintained. This fluctuation in inventory nat- 
urally has a rather pronounced effect in measuring the 
contribution of labor as compared with profits in any one 
year. . . . The nature of a company’s operations will 
greatly affect the results shown as to profit per man hour 
of production. By this we mean that the degree of inte- 
gration of operations will probably have some effect on 
the results shown if you compare companies in the same 
industry.” (Engines and turbines) 

* * * 


“IT wonder how the worker’s understanding will be 
aided by converting earnings before taxes into man hours 
of production. If he interprets it as the amount of com- 
pany profits each of his work hours produced, he will be 
wrong. There are many purely financial considerations 
that affect book earnings which have nothing to do with 
the productivity of the work force. Changes in deprecia- 
tion and amortization policy and dismantlement and sale 
of properties charged against earnings are only two of the 
many such considerations. 


“If the worker understands the ‘per man hour profit 
figure’ as the ability of the company to pay higher wages, 
he will be wrong. Taxes are just as real a charge against 
company earnings as any other expense and would have 
to be deducted from earnings. Also, even profits after 
taxes may not be matched by liquid funds because of an 
ambitious capital expenditure program or because much 
of those profits are tied up in receivables and inventories.” 


(Petroleum) 
* * * 


“Earnings per man hour before taxes or after taxes are 
inconsistent and unreliable because: (a) It is a logical 
conclusion that highly mechanized industries will show 
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a much higher figure comparatively than industries per- 
-forming the major portion of their operations by manual 
labor; (b) general business conditions influence earnings 
per man hour to a marked degree for comparatively short 
periods of time, while wage adjustments have followed a 
pattern of much longer duration; (c) a shift of the prod- 
uct mix in any given company will affect earnings before 
taxes per production hour to a marked degree—such a 
shift in product in our own company was largely respon- 
sible for fluctuations of 50% in our figures from one 
quarter to the succeeding quarter.” (Steel) 


2 


“Until the employees have learned and appreciate the 
need for profits of a reasonable amount and the impor- 
tance of the development of business through reinvest- 
ment of profits and the relationship of cash to profits, 
among many other things, it would seem undesirable to 
stress earnings per man hour.” (Engines and turbines) 

* * * 


“It should be borne in mind, of course, that the net 
earnings figure before taxes naturally includes also the 
profit made by the industry on materials purchased which 
in many cases might form a substantial part of the earn- 
ings in the business, with net earnings on actual labor 
forming a very small part of the whole.” (Miscellaneous 


metals) 


* * * 


“Our judgment is that earnings per man hour of pro- 
duction would be of little value unless we were able to 
cover a long enough period of time to represent a fair 
average in our industry which is of the ‘feast and famine’ 
variety.” (Railroad equipment) 


* * * 


“We find that our figures would be relatively distorted. 
We have a setup where we are operating a manufacturing 
division as well as wholesaling and retailing and, when 
all the factors are taken into consideration including ware- 
housing, it makes rather a confused picture.” (Leather 
products) 


OTHER APPROACHES 


Opposition to the suggestion of relating earnings 
to man hours arises out of the belief that the method 
would result in misinformation and is not because 
management is reluctant to tell workers about its 
financial position. Much evidence was accumulated 
that executives are devoting increased time and effort 
to the problem of employee information and educa- 
tion, and are searching for better tools with which 
to achieve their objectives. In addition, much 
thought is being given to the most effective media 
for reaching employees. 

Simplified income accounts and balance sheets are 
being used to an increasing extent to explain the fi- 
nancial position to employees. Another very popular 
device is a table or chart showing the distribution of 
the sales dollar. Generally, the dollar is broken down 
to show the amounts going for raw materials; sup- 
plies; wages; manufacturing, shipping, selling and ad- 
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ministrative expenses; taxes; dividends; and surplus. 
In some instances, more details are given; in others 
the data are so arranged as to highlight the relation- 
ship between the distribution of net income after 
taxes and the amounts going for salaries and wages. 
Another approach along these lines is to show the 
distribution of each dollar remaining after raw mate- 
rials and supplies have been purchased. The point 
is made that comparisons based on value added in 
manufacture are fairer than those which compare 
wages, etc., with the total sales dollar. 

Some companies are also stressing to an increasing 
degree the distribution of the ownership of the com- 
pany, the average amount invested by each stock- 
holder, and the investment for every employee or for 
each man hour worked. In addition, efforts are being 
directed to explain the characteristics and operations 
of business as a whole and the function of profits. 
Executives also believe that employees should be 
given a long-term picture of a company’s operations 
and not just a spot picture for a single year. Some 
advocate giving management’s opinion on the busi- 
ness outlook to the employees. Various suggestions 
and current practices are given below in the excerpts 
from replies received: 


“A figure which I believe is significant is the amount paid 
in wages and salaries related to the profit after all bills 
for materials, services, taxes and charges for depreciation 
have been taken out.” (Machine tools) 


* * * 


“T still think the average man understands percentage 
return on money better than anything else for he is used 
to seeing figures on bank interest, government bonds, etc. 
The great problem is to make people understand that 
stock ownership is the same as bond ownership and that 
stockholders should receive a fair return in the form of 
interest the same as bondholders.” (Machine tools) 


* * * 


“We have in the past used ‘pie’ charts which indicate 
the percentage of each sales dollar we pay for materials, 
wages and salaries, income taxes, dividends, and that 
which we retain in the business. We have generally found 
this to be effective. Also, we have used figures showing 
the investment in machinery that we have in our plant for 
the total employees and the total production employees.” 


(Miscellaneous) 
* * * 


“Tn trying to think of a way that would appeal to em- 
ployees and produce results, I wonder if the figures could 
not be worked around into the form of a budget that 
would be comparable to a family budget. There are many 
figures to show that a family should spend so much for 
rent, food, clothing and miscellaneous items including 
recreation and should save a certain amount. Why not 
budget the finances of a manufacturing organization along 
similar lines, showing the expenses for the use of capital 
(part of the profit) as rent; labor might be called food; 
the supplies might be listed as clothing. The miscellane- 
ous items of the family budget might be covered by a 
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miscellaneous item which would include research and de- 
preciation. Savings could be the profits that would not 
be paid out as dividends to those who supplied the capital. 

“T like the efforts that are being made to show that 
capital works as an individual does and is entitled to 
wages. . . . I do not think that labor understands that 
an industry must keep some of its profits for future use 
the way an individual should. 

“There is another thing that I believe is very little 
understood by labor in general: the total labor that is 
actually involved in making an article and getting it 
into the hands of the consumer. A company has its fig- 
ures and can give them to its employees, showing how 
much of its total cost it pays to labor. But all the raw 
materials the company uses, much of the travel expense, 
office expense and office supplies also go into labor. There- 
fore, I think it would *be interesting to expand the studies 
of the total gross income dollar which goes to labor. Of 
course, this should include the tax dollar. I think that 
much could be done to educate labor to a better under- 
standing of the money paid in taxes. Labor does not 
understand that it is the one who is paying these taxes.” 
(Chemicals) 


* * * 


“We have in the past compared profits with average 
weekly pay in reporting to employees and stockholders. 
Our 1945 report contained a tabulation of seven years on 
this basis.” (Machine tools) 


* * * 


“T frankly think for business as a whole the fairest 
measure is the rate of operating profit to sales.” (Miscel- 


laneous metals) 
* * * 


“Our company has for some years used the comparison 
of earnings with total productive man hours in conferences 
with workers, supervisors and others. We have also 
used the medium of graphic illustrations and of subdivi- 
sions of the sales dollar in several forms.” (Office equip- 


ment) 
* * * 


“In approaching the problem of advising the general 
public and specifically the employees, there should be a 
history of a period of at least five or ten years to serve 
as a basis of comparison. This history should show capi- 
tal investment for every production employee. It should 
show the ratio of productive to nonproductive employees. 
The average sales billed per production employee should 
be shown by year or by hour, as well as the cost of sales 
billed. Then, assuming a relatively stable method of pro- 
duction and manufacture, the figures would more nearly 
reflect the efficiency of an employee in relation to what 
he is producing for the employer.” (Electrical machinery) 


* 7 7 


“For the past two years we have told our employees 
how our sales receipts have been spent. In a recent shop 
meeting I told them: “We spent for materials—gray iron, 
bearings, motors; for services—power, light, telephone and 
telegraph; in payment to the state—different kinds of 
taxes; and to reserves for depreciation and for repairs— 
that is, for rent and maintenance of machinery and build- 
ings—a total of $....... 


February, 1947 

““Of the remainder—$...... —we paid out a little over 
ANS aa ri —for labor. - 

ey Db ae Werte, vrs are —after all bills and taxes were paid. 


“Profits (this includes dividends and money reinvested 
in the business) for the year 1946 were about ...% of 
sales and ...% of capital invested in the business—or 
Bones 6% * This form seems to be easily understood and 
reasonably effective.” (Industrial machinery) 

* * * 


“Why not show that down through the years labor has 
been enjoying the lion’s share of increases in over-all pro- 
ductivity, even though the annual hours worked by labor 
have been decreasing and the drain upon the physique of 
labor has been decreasing? I can indicate what I mean 
most conveniently by the use of “The Conference Board 
Economic Almanac, 1946-1947’ which shows that in an 
interval of thirty-seven years, salaries and wages increased 
$95.2 billion, while net corporate profits increased $6.8 
billion (and half of the latter was plowed back or is being 
plowed back in the business with the expected result that 
it will further increase wages and salaries of workers) . 
This is the roughest sort of suggestion for quick appraisal. 
I do not propose here to take indiscriminate terminal 
years for comparative purposes for a finished study but 
merely to present illustration. 

“What labor and the public in general need to under- 
stand is just this fact—that over the long term, if not 
always over the short term, the increment of salaries and 
wages represents the great bulk of that part of the in- 
crease in national income arising from increased produc- 
tivity, after due allowance for the shares accruing to 
farmers and other entrepreneurs.” (Petroleum) 


MEDIA 


The media most frequently used to keep employees 
informed are house organs or employee magazines. 
Many companies issues such magazines monthly, al- 
though most of the space is usually devoted to 
matters of general or social interest rather than to a 
discussion of the financial condition or operations of 
the company. Many companies also follow the prac- 
tice of sending annual financial reports to employees 
or making them available upon request. In some 
cases, special annual reports are prepared for employ- 
ees although the same report is often used for both 
employees and stockholders. Another medium is an 
occasional or periodic letter from the president to 
employees which, in a growing number of instances, 
is mailed to the homes of employees. Some executives 
contend that the most effective medium is personal 
contact, and meetings, conferences, luncheons and 
dinners are arranged at which management has an 
opportunity to tell its story. 

Various media currently employed are illustrated 
by the selected comments given below: 


“We give our regular stockholders’ annual report to all 
employees, several hundred of whom are stockholders. 
Employees are likewise provided with copies of interim 
reports to stockholders. In addition, a letter outlining 
the company’s progress and status is sent to each em- 
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ployee every three months. Also, employees may ask 
at any time any questions they wish through a ‘question 
and answer’ procedure which provides for publicizing 
both the question and the answer throughout the organi- 
zation.” (Office equipment) 


* * * 


“This year we are preparing a more elaborate type of 
stockholders’ report which is also being distributed to our 
workers. We believe this report will give them a little 
better idea of how our business is conducted.” (Apparel) 

* * * 


“We regard the annual report as a medium for inform- 
ing stockholders and employees about total income, wages 
and salaries, taxes, net profits, dividends and other sub- 
jects of interest to all people associated with the com- 
pany. Our annual report is not merely a financial state- 
ment. It also presents policies and objectives that govern 
the company’s operations. In it, the relationship between 
the different totals is explained and income and capital 
value are expressed in terms of earnings and investment 
per employee. Wages and salaries per employee have 
been compared with dividends per shareholder. The growth 
of the company has been depicted graphically and maps 
are included to show the geographical extent of its opera- 
tions. 

“The company and its affiliates maintain a number of 
regularly circulated publications. Each of these reaches a 
special group of employees and provides a means for giv- 
ing annual report data wide circulation. Information from 
the report is circulated in the form of news releases to 
these publications and photographic prints of the graphs 
and illustrations are made available for convenient re- 
production. 


“Data from the report are also prepared for our radio 
program and in this way reach the families of most of 
our employees. 


“To make financial facts about the company still more 
available to the people who work for it, the employee 
relations department has under consideration a project 
to present annual report data in a short animated film 
which could be shown at local employee gatherings.” 
(Petroleum) 


* * * 


“Our annual report is sent to both stockholders and 
employees. The reason for sending it to both is that we 
want to show the tie-in between the two. The report is 
also bemg sent to our suppliers and to our customers, 
since we feel they should be in touch with us and know 
the exact status of the company. The practice of sending 
it to suppliers and customers was started a year ago and 
has been received enthusiastically.” (Electrical machin- 


ery) 
* * * 

“We have an annual report for employees, monthly 
plant publications and occasional letters to employees at 
their homes. The chart we use most frequently (al- 
though perhaps not frequently enough) is the good old 
pie chart showing the distribution of the sales dollar. 
Within the near future we hope to make some surveys 
which will help us to direct our efforts most effectively.” 


(Food) 
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“We are now preparing an informational booklet in 
which we show, by the use of cartoons and a brief ex- 
planation, all of the salient facts regarding our business 
which would be of interest to our people. The cartoons 
depict what may be found in the printed word and are 
for the purpose of arresting and creating interest.” (Food) 


* * * 


“We have inserted advertisements in local newspapers 
at weekly intervals for some months which have as their 
objective some definition of management’s philosophy in 
regard to the reason for conducting an enterprise. Re- 
prints of these advertisements are regularly posted on all 
bulletin boards in our plants. They are also mailed to the 
homes of all employees in areas outside those reached by 
the local papers. We are now arranging to determine the 
character of reaction from employees and their families 
to these advertisements as far as it may be possible to do 
so.” (Miscellaneous metals) 


* * * 


“One of the most important things for industry to do 
is to educate its employees on fundamental economic prin- 
ciples to combat some of the fallacious ideas advanced 
by so-called economists employed by the government and 
by unions. This we have tried to do by a series of illus- 
trated posters, each stressing one simple thought; and by 
booklets sent to employees’ homes explaining such things 
as that higher wages will only come from more produc- 
tion per man hour, what provides job security, and why 
a company must make profits to provide for moderniza- 
tion and expansion. 


“We also supply our employees with all the financial 
data received by our stockholders. They are explained 
with charts and slides at dinner meetings with the full 
shop committees, and through answers to any questions 
about our business and affairs.” (Textiles) 


= = * 


“We have not attempted to get our story across to our 
production workers directly. However, we have conducted 
a comprehensive program with the foremen and super- 
visors through a thirteen-week course in economics which 
brings out the functioning of the capitalist system, and 
which uses charts showing the actual operating results for 
our company. Since the start of the war, we have had 
regular monthly meetings of the factory foremen and 
have made a particular effort to keep them informed con- 
cerning union negotiations so they would have the infor- 
mation before the people working for them.” (Electrical 
equipment and supplies) 


* * * 


“T wish I knew the secret of getting our story across 
to the workers. Some progress has been made in our 
organization by intensive efforts on the part of the presi- 
dent and every member of supervision. They talk to the 
employees, giving them frank statements from factual 
information as to operating results, financial condition, 
etc. In my opinion, there is no substitute for this per- 
sonal contact. We have tried letters with only fair re- 
sults.” (Electrical supplies) 
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“We are listing below the media used by us in getting 
our story across to our workers: 

“1. We use the employees’ immediate foremen almost 
exclusively to get vital information to the employees 
because they should be able to build the worker’s con- 
fidence better than anyone else. 


“2. We also send factual personal letters from plant 
managers to the homes of employees regarding matters 
of immediate concern. 

“3. We mail simplified and illustrated versions of the 
annual report to the homes of our employees. 

“4. We hold semiannual meetings for supervisory 
personnel conducted by the president of the company 
at the works level. This generally takes the form of a 
dinner, after which the supervisor has an opportunity 
to ask questions. These questions for the most part are 
answered by the president, vice president or works 
manager.” (Railroad equipment) 


coh BB * 


“A concerted effort is made by the president and other 
executives of the company, whenever they visit plants 
throughout the country, to explain, in meetings with 
supervisory and other management employees and where 
possible at dinners with these employees and their wives, 
the aims of the company and the factors and conditions 
affecting it and its employees. Likewise, top operating 
divisional officials, when visiting plants, discuss, individu- 
ally when possible and occasionally in meetings with the 
workmen, the over-all operating problems and conditions 
affecting the division and the company. In addition, let- 
ters from the president are occasionally sent to all man- 
agement employees. We feel that this is a constructive 
approach.” (Railroad equipment) 


So RT 


“I believe the first and most important step in getting 
our story across to employees is to give the facts to the 
supervisory force, not by printed statements but at meet- 
ings held for that purpose. This should not be confined 
to the top line supervisors but should include all who in 
any way direct the work of other employees. The next 
best medium is our house organ which is very popular 
with our employees. Particularly effective is a page con- 
taining comments by the president.” (Mining) 


* * * 


“We have tried to keep our workers posted on our 
condition through regular monthly dinner meetings of 
the supervisors. These are attended by all supervisors 
including foremen. They, in turn, keep their own men 
posted. We also have irregular general meetings, usually 
for a half hour before factory closing time, at which our 
president shows charts of orders, shipments, backlog, etc., 
and gives the entire organization his opinion on our prog- 
ress and potentials.” (Machine tools) 


* * * 


“We are not entirely satisfied that our monthly maga- 
zine and our annual review or report of the company’s 
business are the best means of employee communication, 
but they represent our progress to date. We are inclined 
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to agree with the findings of others that the employee 

wants to get his information directly from the boss by 
personal contact and through meetings. This, naturally, 
presupposes a more successful communication within the 
full range of the management family itself on the story 
that needs to be told. We are also coming to the conclu- 
sion that visual aids are a significant requirement for 
this communication within an organization.” (Petroleum) 


* * * 


“Our company uses various methods of informing its 
workers of its condition. One method is informal noonday 
conferences of the superintendents at which various sub- 
jects are discussed. Sometimes certain matters are passed 
on to them and they in turn pass them along to the rank- 
and-file employees. Other means of transmitting infor- 
mation to employees are through a weekly sheet, a month- 
ly publication and an annual report to employees.” 
(Paper) 


TPE a 


“It is our belief that employee education and informa- 
tion is a long-term problem and that the solution is not 
a one-shot report at the end of the year. Perhaps we are 
unusual in that we discuss each month with a representa- 
tive of our workers (shop union and office organization) 
our profit situation for the preceding month, business con- 
ditions in general, our immediate problems and our plans 
for the future. Although we request our employees not 
to discuss our ‘family affairs’ outside the company, we 
have never hesitated to show any employees the details 
of our books if they wish to see them, and in our union 
negotiations, for example, we have suggested that the 
union retain its own auditor to analyze our figures be- 
cause of the technical nature of accounting problems. 
Although the union did not avail itself of our offer, we 
believe that the offer in itself convinced the union bar- 
gaining committee of our sincerity and of the truthfulness 
of the statements which we were making both at the time 
of negotiating the new annual contract and at the monthly 
meetings with the union bargaining committee. 


“Since our company is closely held, we do not issue any 
public annual financial statement nor do we issue to the 
employees any annual reports, showing the distribution 
of profits, the portion of the sales dollar which was paid 
to the employees, etc. We subscribe heartily to the article 
in the current issue of the Harvard Business Review’ that 
too often management is so intent on doing a selling job 
and ‘bragging’ about the good treatment given their em- 
ployees instead of actually giving readily understandable 
facts that such annual reports are too often a waste of 
money. 

“We believe that mutual confidence between the work- 
ers and the company is the result of many years’ frank 
discussion of our mutual problems and our policy of never 
withholding from any employee or group of employees any 
item of information in connection with the operation of 
the company if the request is based on a reasonable re- 
quirement and not idle curiosity. 


“In spite of the size of our company we have always 
made it a practice for top management officials and quite 


often the representatives of ownership to meet regularly 


1Keith Powlison, “Explaining the Facts to Employees,” Harvard 
Business Review, Winter Number, 1947. 
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with various employee organizations instead of delegating 
this function to subordinates. We do this in the belief 
that relationships with our employees deserve as much 
attention from top management as the usual management 
problems in connection with financing, manufacturing, dis- 
tribution, ete.” (Engines and turbines) 


Only a few executives indicated that the results of 
employee education programs had not been very sat- 
isfactory. An industrial machinery company execu- 
tive said: “Some years ago we went to very consider- 
able trouble in producing a special report for the 
employees. We thought it was a good job but we were 
probably wrong as it created no reaction at all nor 
could we find any interest on their part to have it 


repeated. Even so, we are again considering the de- 
sirability of giving employees economic information 
pertaining to the company on a piecemeal and repeti- 
tive basis.” 

Another executive believes that present labor laws 
are a barrier to effective communication with em- 
ployees. He is of the opinion that “it is futile to try 
to educate employees at the plant level and we are 
not in a position to emulate the efforts of the larger 
companies who try to get their messages across via 
bulletins, advertising and house organs.” 


Henry E. Hansen 
Division of Business Practices 


Inventory Adjustments Under Way? 


MERICAN business may have begun to heed the 
note of caution sounded in recent months 
against unbalanced inventory accumulation. This 
statement is suggested by the latest figures released 
1The Journal of Commerce, Jan. 24, 1947 


by the Department of Commerce which show that 
manufacturers’ and retailers’ inventories of hard 
goods increased during November twice as much as 
did those of soft goods. 

If the figures are significant they mark the begin- 


TABLE 1: MANUFACTURERS’ INVENTORIES!, SHIPMENTS AND NEW ORDERS 
Source: Department of Commerce 
Index Numbers, 1939=100 


Item 


October? 


November 


ied COTMLIELOM Eifel te. ovis, 3.5 Sachse <oisl wus e.ate.a dl 


200 197 

PATS IMOIOOUS I i ott secre < ¢ chew iebine bom cere Q17 Q12 
Automobiles and equipment ............. 258 263 
Transportation equipment (except autos) 814 749 
Tron and steel and PLOGUCtS ace oa sss ias's 138 138 
Nonferrous metals and products.......... 168 167 
Machinery, including electrical.......... 283 276 
Wondurable goods... 65... esse eceee ce eens 186 184 
Chemicals and allied products............ 184 180 
Food and kindred products.............. 197 195 
Paper and allied products................ 183 183 
PIMOS PELMING. losin chescri0 5,5 cies siefvrsais » 133 132 
Textile-mill products.................... 173 174 
CU CALS Ae Sern ea eae 269 244 
MED MEROIE POOOS iyi.) Agselis < wide dse es ccteereas 280 263 
Automobiles and equipment ............. 236 Q17 
Transportation equipment (except autos). 510 504 
Iron and steel at PLOGUCES. 35 ities +e 243 231 
Nonferrous metals and products.......... 322 286 
Machinery, including electrical........... 312 285 
INGHUUFADIC FOCUS... co Jeckies wwe vind sicctnes 262 231 
Chemicals and allied products ........... 252 225 
Food and kindred products..............- 309 248 
Paper and allied products................ 245 225 
Petroleum and coal products............. 225 204 
Textile-mill products.................... 221 Q17 
Re UNENEEED Ses 295 4 v-<)s's slo. tunsts shew vteleine 60 6 233 227 
PEPSI BOOUS. v5.0.5 sic 21s dope Pome Re a © 258 249 
Tron and steel and products.............. 276 270 
Machinery, including electrical........... 805 316 
ponidtrable ZOOS: oss hess enw ccs sees 218 214 


1Figures relate to the end of the month. 
*Revised j 


September? 


Percentage Change 
Oct., 1946 | Nov., 1945 
to 


to 
Nov., 1946 | Nov., 1946 


1945 


August July June November 


190 186 181 173 ae eed Pes ce 
206 200 195 189 42.4 | 422.6 
258 252 245 234 -1.9 | +47.4 
708 684 642 626 +8.7 | +18.5 
134 131 128 124 0.0 | +11.3 
163 161 157 152 +0.6 | 425.4 
268 261 256 51 4+2.5 | +23.0 
176 173 169 158 +1.1 | 418.5 
174 171 170 166 +2.2 | 413.6 
184 183 180 150 +1.0 | 411.3 
181 178 171 164 0.0 | +21.2 
129 124 120 118 +0.8 | 416.7 
171 168 164 156 0.6 | 435.2 
240 222 206 209 +10.2 | +83.2 
259 233 216 212 200 +6.5 | +40.0 
216 188 169 126 119 | +8.8 | +98.3 
531 457 497 535 529 || +1.2 =8.6 
229 212 197 187 184 +5.2 | 482.1 
276 241 206 210 192 || +12.6 | 467.7 
289 257 240 255 250 +9.5 | +24.8 
227 Q15 199 206 204 || +13.4 | +4+98.4 
223 206 198 208 201 | +12.0 | +25.4 
244 253 220 209 230 || +24.6 | +34.3 
222 198 185 208 183 | +8.9 | +83.9 
209 196 193 185 165 || +10.8 | +36.4 
207 180 174 208 165 +1.8 | +33.9 
228 aii 204 214 183 42.6 | +27.3 
254 232 229 231 171 +3.6 | +50.9 
281 250 252 223 181 42.2 | +52.5 
321 292 295 331 188 3.5 | 462.2 
212 198 188 203 191 +1.9 | 414.1 
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ning of an adjustment of durable and nondurable 
goods to meet present market needs. In any case, the 
upward trend in dollar volume which has character- 
ized manufacturers’ shipments and inventories in re- 
cent months continued through November. Stocks 
held by manufacturers at the end of November were 
valued at $19.9 billion, an increase of $335 million 
over the previous month. The durable goods indus- 
tries accounted for the addition of about $220 million 
to the total value of the holdings. 

The value of manufacturers’ inventories reached 
200 (1939=100) at the close of November, an in- 
crease of 1.5% from October. The outstanding in- 
crease came in the transportation equipment (other 
than automobile) industry and resulted primarily 
from the larger value of stocks of the aircraft indus- 
try. Holdings of automobile manufacturers declined 
from the October level as shipments rose. 

The November daily average of the value of de- 
liveries by all manufacturers rose 10.2% from the 
previous month’s rate. Although there was a wide- 
spread increase through every major industry group, 
the increase was relatively larger in the nondurable 
goods industries than in the durable goods group. 


Table 2: Estimated Value of Business Inventories! 
Source: Department of Commerce 
Billions of Dollars 


1946 3945. | Percentage Changs 
Classification October, Novem. 
1946, to is 

Nien” | Octo] fart” | Nee” Soria lion Tote 

Total eee rsd c 35.2 34.0 82.4 27.6 | +8.5 |+27.5 
Manufacturers.| 19.9 | 19.6] 18.9] 16.6 | +1.5 |+19.9 
Wholesalers’. .. 5.7 5.3 6.1 4.2 | +7.5 |435.7 
Retailers...... 9.5 9.1 8.5 6.8 | +4.4 [489.7 


1Figures relate to the end of the month. 
2Revised 


3Includes service and limited-function wholesalers, assemblers, agents and brokers, 
petroleum bulk stations and manufacturers’ sales offices. 


Food and kindred products increased 24.6%, from 
248 to 309 (1939=100), while chemicals rose 12.0% 
and petroleum and coal products 10.3%. 

Textile-mill products and transportation equipment 
recorded the smallest increases in daily average ship- 
ments. 


Anita R. Kopetson 
Division of Business Economics 


Farm Prices in Perspective 


RICES of farm products have definitely receded 

from their peak, and there is nothing in the latest 
figures to suggest that the downward trend has come 
to an end. 

At the same time, the declines which have occurred 
in a long list of farm products leave current quota- 
tions far above prewar prices, well above those of a 
year ago, and in a majority of cases substantially 
above parity as measured by the ratio of prices re- 
ceived to prices paid by the farmer, plus interest and 
taxes. Moreover, prices of a substantial number of 
farm products are still rising. 

Farm prices reached their peak last October at a 
level 173% above the 1909-1914 average. By the 
middle of last month the general average was 160% 
above the base date. Prices paid by farmers, includ- 
ing interest and taxes, have continued to rise without 
interruption. In January, 1946, they were 77% above 
the 1909-1914 level. In October of that year they 
were 107% above the base date. Further increases 
were recorded in both November and December. By 
the middle of January, 1947, prices were 115% above 
the 1909-1914 level. 

Table 1 strikingly shows that the exceptionally 
divergent rate of increase among various farm prod- 
ucts has now been followed by varying rates of de- 


Table 1: Prices Received by Farmers as Percentage 
of Parity 


Source: Department of Agriculture 


Commodity Detcber 15, base 15, tec! 3 15, 

Wheat: 220 ain. ca tacaee oie 61 103 101 
Ry @yii je saidutesis coe eee eee 44 134 ¢c 
ICCA bcd ole eae eae eee 61 127 124 
Comte. 303) oa eee eee 73 129 88 
Oats att oo ee SAT ees 56 93 
Barley. | }:258 eae ae aes 49 105 102 

UY aby Suelo 1S, c elane apo ORS TS costs rele 46 65 69 
Cottons Sa. us 5 Semen oe 59 147 112 
Cottonseed: 2.0.2. atetca erence 75 141 c 
Soybeans. 72.0 st wesehirer ats 39a 1156 142b 
Blaxseed:4 cdo cractenratede te 59 109 c 
Potatoes ss.) jae 1a sere oe 60 80 81 
Sweet potatoes... ii... 00508 32s 69 115 116 
Appleshi das soreness 59 119 129 
Hogs. . SRN So Ree 64 153 140 
Beet cattle. . ee on an 113 162 148 
Veal Calves rt eM de 106 121 124 
Dambsy re.cte tack en er 103 143 151 
Butterlatest:.ionwesree nes A 85 160 127 
@hickens, er -. fey noe eee cee 92 146 104 
Turkeys eee... vs nesses ome eo 80 136 ¢c 
be OM Ceartray TET PAIOGR A chon Nee 70 102 86 
Woolied. Hinata cue rcteicare Beans 129 108 c 
Peanite)s Suncce ob ee aes 53 88 87 


aSoybeans for seed 

bBased upon comparable price computed under Price Control Act 

cPercentage of panty is shown only for those commodities other than cotton or 
peanuts of which normally 5% or more of annual sales are made by farmers in a given 
moni 


FARM AND PRIMARY MARKET PRICES FOR SELECTED COMMODITIES 
Sources: Bureau of Labor Statistics; Department of Agriculture 


PRICES RECEIVED 
BY FARMERS 


PRICES RECEIVED 
BY FARMERS 


BARLEY 
CENTS PER BUSHEL 


PRIMARY MARKET 310 
‘PRICES 


| pt 
vane a 
PAGE 


Foe 


PRICES RECEIVED 
BY FARMERS 


1941 1942 1943 1944 1945 1946 1947 


Note: Prices received by farmers and spot market prices are not 
necessarily for identical commodities. For example, on the chart 
showing prices of steers the price received by farmers is for beef cattle, 
_and the primary market price is that for steers. Such differences do 
mot prevent comparisons of the comparative fluctuations in the 
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BUTTER 
CENTS PER POUND 


PRICES RECEIVED 
—— oe 


Fa PRICES oe 
BY FARMERS” 


PRIMARY MARKET 
PRICES 


PRICES RECEIVED 
BY FARMERS 


various commodities. The fluctuations in the prices of most of these 
products were affected by subsidies and price controls from vari- 
ous dates in 1943 through part of 1946. At this time almost all 
wartime food subsidy programs and price controls were dis- 
continued, 
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cline. There is, moreover, 
no apparent correspon- 
dence between earlier ad- 
vances and later declines. 
Rye, for example, rose 
about 385% from 1940 to 
1946, and then moved up 
about 10% in the three 
months from October, 
1946, to January, 1947. But 
tobacco prices, which had 
been relatively moderate 
in the earlier rise, lost 
about 26% during the 
later period. And cotton 
prices, which in October 
were more than 300% 
above the prewar average, 
declined more than 21% 
from October to January. 

The relationship between 
actual and parity prices 
traces out a broadly simi- 
lar pattern. For all the 
commodities shown in 
Table 1, except beef cattle, 
veal calves, lamb, and 
wool, the prices received 
by farmers were below 
parity in October, 1940. 
By October, 1946, the situ- 
ation was reversed. Of the 
same commodities, the 
prices of only four were 
below parity. Moreover, 


actual prices as a percentage of parity had risen for price of soybeans as a percentage of the comparable 

all commodities, except wool, from the earlier date. price (computed under the Price Control Act) rose 

Rye, which was 44% of parity in 1940, reached 144% from 115% to 142%. 

in October, 1946. The percentage for hog prices rose The accompanying charts indicate that, in general, 

from 64 to 153. The price received by farmers for primary market prices and farm prices move up and 

wool was 108% of parity in October, a decline from down rather closely together when allowance is made 

the 1940 relationship of 129%. for subsidy and control factors operating over a sub- 
The latest figures for January are in many cases stantial part of the period covered. ; 

still substantially above parity. Butterfat dropped 

from 160% to 127%, cotton 147% to 112%, corn FREDERICK W. JONES 


Table 2: Average Prices Received by Farmers for Farm Products 
Source: Department of Agriculture 


Percentage Change 


: » ber 15, 
Item Measure assed 16, bakeyo8 ear 16, October r 18, October 18, 
October 15, | January 15, 
946 1947 

Wheattonien: secteneen tases $ per bu. -68 1.88 1.91 176.5 1.6 
TRY Gk sets ctiie cates his ic ath aes $ per bu. Al 1.99 2.18 885.4 9.5 
Rice (rough). Yuescss es oe eee $ per bu. .63 2.14 2.17 239.7 1.4 
Cornie, ah tnelgenin deena ame $ per bu 59 1.71 1.21 189.8 29.2 
Oats i ieisis ars 52.084 area stds er aens $ per bu 283 799° 796 182.3 0.4 
Barley iisseccstva.sowies seater elelacee $ per bu 38 1.35 1.36 255.3 0.7 
Sorghum; grain’. oars «ar aaviteels $ per ewt. 84 2.60 2.08 209.5 -21.9 
Pay daa arise tere terevecsierem recitals create § per ton 6.99 16.10 17.50 130.3 8.7 
‘Cotton tas. 65 aun coe ete tia eee ¢ per Ib 9.35 37.69 29.74 303.1 21.1 
Cottonseed 7 i. see terns oleae $ per ton 21.55 66.00 90.40 206.3 37.0 
Soybeans..U5 saytitcmisea cenariee $ per bu 67 2.28 2.98 240.3 28.5 
Flaxseed i852 .aites asites os ea es $ per Ib 1.27 3.80 6.95 199.2 82.9 
Potatoesh ths ovens Sree eee $ per bu. 52 1,22 1.29 134.6 Sar 
Sweet potatoes: : 3.26.0. Gauls ass $ per bu. LTT 2.09 2.20 171.4 5.3 
Beans, dried edible............. $ per cwt. 2.83 8.60 12.20 2038.9 41.9 
Peas; dry, fidldj35frecsonies cscs $ per cwt. n.d. 4.73 4.98) 0]) Pateioatere 4.2 
"TODBCCON« Ukotesoeenee oer ¢ per lb. 19.6 53.0 39.0 170.4 26.4 
Applesi sansa cen ets Ser once $ per bu. 72 2.37 2.65 229.2 11.8 
Oranges. 1% eek lee eieteete ee $ per box n.d. 2.84 Ay gem WAG 852 3 -76.4 
Grapefruit. as os kate otane ree $ per box n.a. 1.20 Vos age ene 52.5 
5.83 23.00 21.80 294.5 -5.2 

7.50 18.10 17.30 141.3 4.4 

9.11 17.00 18.00 86.6 5.9 

3.72 8.56 7.63 130.1 -10.9 

7.64 17.50 19.00 129.1 8.6 

27.4 73.9 66.8 169.7 -9.6 

28.8 90.0 74.5 212.5 -17.2 

Milk, wholesales. s)0,)c04.0 405. $ per cwt. 1.91 4.97 4.96 160.2 0.2 
Milk, equivalent! ............... $ per cwt. n.d. 4.25 $991) Seta -6.1 
Milk, retail? oh a.Gapeee derb ee ¢ per qt. 10.4 17.1 17.4 64.4 1.8 
Chickens, live, vac. scimaieoaenisicen ¢ per lb. 18.8 84.4 25.6 158.6 -25.6 
Turkeys; Hives. seeteacecseotaenc ¢ per lb. 14.7 40.6 30.7 176.2 24.4 
Beggs: o2 aS. san seclepnlemey ¢ per doz 93.7, 51.5 41.3 117.3 -19.8 
Wool, cucins stele han oe fee BOaae ¢ per lb. 29.9 41.1 40.6 37.5 -1.2 
Peanuts 5.0% itive i teense eevee ties ¢ per lb. 3.26 8.78 8.91 169.3 1.5 


iWeighted average prices of wholesale milk and equivalent prices of butterfat and butter 


*Sold by farmers directly to consumers 


129% to 88%, and chickens 146% to 104%. The farm Division of Business Economics 
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